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SUBJECT: Omi bus Tax Bil

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

This bill was anended into its present formon the |ast day of the 1999
Legi sl ati ve Session, but was not enacted this year. Al but two itens, the
tenporarily increased dependent exenption credit and extension of the MCto
duplication of prerecorded videotapes and di sks, were included in other bills
this year. Mny of the provisions in the bill have an operative date of taxable
and i ncone years beginning on or after January 1, 1999.

As a two-year bill, this nmeasure could be enacted in the second year of the
session. |If the provisions of this bill were enacted by March 15, 2000, they
woul d be operative for the current operative date of taxable or incone years
begi nning on or after January 1, 1999.

If the bill were enacted with its current operative dates, the Departnment would
have difficulty in properly and efficiently adm nistering the changes,
particularly as they relate to Personal Incone Tax Law taxpayers. New tax

bookl ets, or other forns of information, would need to be mailed to taxpayers
with instructions regardi ng the changes contained in this bill. Even if enacted
in January 2000, it is unlikely that the booklets and instructions could be
printed and nailed in time for the April 15'"" filing deadline.)

The author’s office has indicated that the author is not desirous of noving the
bill inits present formduring the 2000 Legislative Session.

This bill woul d:

tenmporarily increase the dependent exenption credit from $227 to $240 for the
1999 tax year only.
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expand the Manufacturers’ Investment Credit (MC) to include establishnments
described in Standard Industrial Classification (SIC) Code 7819 that are
primarily engaged in manufacturing prerecorded videotapes and di sks.

create a new non-refundable credit for 50% of the anmpunt contributed to an
eligible “comunity devel opment” corporation. The comrunity devel opnment
corporation nust provide facilities or prograns for |owinconme individuals.

This provision was included in AB 1080 of the 1999 Legislative Session, except
that the credit provided by that bill would be refundable.

provide a non-refundable tax credit equal to 10% of qualified wages and

sal aries paid to enpl oyees and contractors retained by the taxpayer in
connection with the production of or mnusical scoring for a television program
or notion picture for which at | east 75% of the total production |abor costs or
princi pal photography occurs in California.

This provision, as a refundable credit, was contained in AB 358 and AB 454 of
the 1999 Legi sl ative Session.

repeal the capital loss limtation and carryover provisions for corporations,
effective for income years beginning on or after January 1, 1999. Capital |oss
carryover anounts fromincome years begi nning before January 1, 1999, would
conti nue under the current rules.

This provision was al so contained in AB 1208 and AB 1229 of the 1999
Legi sl ative Sessi on.

change the nethod used to determ ne the deductibility of alinony paid by
nonresi dents and part-year residents. The alinony deduction would be prorated
based on the taxpayer’s California source inconme divided by the taxpayer’s
inconme fromall sources. This would be consistent wth the U S. Suprene
Court’s decision in Lunding v. New York

This provision was al so contained in AB 1208 and AB 1229 of the 1999
Legi sl ative Sessi on.

These provisions would conformto nunerous federal tax | aw changes occurring in
1998. Additionally, this bill would conformto three other federal itens
occurring before 1998. The bill also would make 12 technical nonsubstantive
changes to California law. The federal conformty itens are:

1. Deductibility of Meals Provided for the Conveni ence of the Enpl oyer.

2. Enpl oyer Deductions for Vacation and Severance Pay.

3. Certain Trade Receivables Ineligible for Mrk-To-Mrket Treatnent.

4. Exclusion of Mninum Required Distrib. fromAGd for Roth I RA Conversions.
5. Farm Production Flexibility Contract Paynents.

6. Treatnent of Deductible Liquidating Distributions of RICs and RElI Ts.

7. Tax Treatnment of Cash Options for Qualified Prizes.

8. Exclusion fromlncone for Enployer-Provided Transportation Benefits.

9. Paynents Received Pursuant to the Ricky Ray Henophilia Relief Fund Act.
10. Statute of Limtations for Di sabl ed Taxpayers.

11. Election to Expense the Cost of Certain Depreciable Assets Pernmtted

Under the B&CTL
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12. AMI Treatnent of Charitable Contributions of Appreciated Property.
13 Club Menbership Dues

14. Waiver of the Estimated Tax Penalty.

15. 1998 Federal Technical Changes.

16. Techni cal Anmendnents.

Except for Item 13, these conformty provisions were included in AB 1208 of the
1999 Legislative Session. |Item 13 would disallow the deduction of nenbership
fees paid to any club organized for business, pleasure, recreation or other
soci al purpose, thus conformng state law to federal |aw

If the bill were enacted into |law and effective for taxable or income years

begi nni ng January 1, 2000, unknown but significant costs would be incurred by the
Departnent as a result of increased taxpayer inquiries, processing of an unknown,
but substantial nunber of additional refunds, conputer program changes and
addi ti onal manual processing.

The revenue estimte assunes enactnent of this bill before March 15, 2000, with
specified provisions applying to taxable and inconme years begi nning January 1,
1999. If the bill were enacted after March 15, 2000, and applied to taxable and
i ncome years begi nning January 1, 2000, the revenue estinmates would dramatically
change.

Senate Bill 756 (As amended September 10, 1999)
Effective January 1, 1999 Fiscal Year Impact
Assumed Enactment Prior to March 15, 2000 (in millions)
1999-0 2000-1 2001-2
One-year Dependent Exemption Credit Increase -$51 - -
Extend MIC to Include SIC 7819 -$2 -$2 -$2
50% Credit for Contributions to a Community Dev. Corp. Minor Loss -$3 -$7
10% Wage Credit for Motion Picture & Television Programs -$29 -$50 -$42
Capital Loss Deduction for Corporations -$5 $1 $3
Alimony Deduction for Nonresidents & Part Yr. Residents -$5 -$2 -$2
Conformity Items $23 $0 -$3
TOTALS -$69 -$56 -$53
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